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SCHOOL EMPLOYEES FUND
ANNUAL REPORT TO THE FUND PARTICIPANTS

EXECUTIVE SUMMARY

This is the 31® annual report on the School Employees Fund (SEF) operations and
financial condition. The highlights of this report are:

The SEF revenue totaled $48.2 million for SFY 2002-2003. This is an increase of
$1.3 million (3 percent) from the previous SFY’s total revenue of $46.9 million. The
contribution rate of 0.12 percent for SFY 2002-2003 generated approximately
$43.2 million of the total revenue, with Local Experience Charge, interest income,
and miscellaneous receipts accounting for the balance.

The SEF ended the State Fiscal Year (SFY) as of June 30, 2003, with a Fund
balance totaling $5.8 million. This is a decrease of $36.2 million (86 percent) from
the previous year-end Fund balance of $42.0 million.

The SEF disbursements totaled $84.5 million for SFY 2002-2003 (disbursements
totaled $87.4 million, less a $2.9 million prior year adjustment). This is an increase
of $40.4 million (92 percent) from the previous SFY’s total disbursements of

$44.1 million.

The Ul benefit charges for SFY 2002-2003 totaled $84.8 million. This is an increase
of $43.3 million (104 percent) from the previous SFY’s Ul benefit charges totaling
$41.5 million. This increase is the result of 127,024 former school employees
collecting Ul benefits compared to the previous SFY’s total of 80,474, an increase of
58 percent. In addition, the Ul claims were paid over a longer duration (many were
for the maximum 26 weeks) and the Ul benefit amounts were higher due to the
implementation of Senate Bill (SB) 40. SB 40 increased the maximum weekly
benefit award from $230 to $330 effective January 1, 2002 and to $370 effective
January 1, 2003.

The SEF Ul contribution rate for SFY 2003-2004 is set at 0.30 percent, as provided
by the California Unemployment Insurance Code (CUIC) Section 823. The

Ul contribution rate, along with the Fund balance as of June 30, 2003, will not
provide sufficient funds for the SEF to meet its estimated obligations for

SFY 2003-2004. The SEF is expected to be insolvent in December 2003 and will
remain insolvent during the SFY 2003-2004. The Fund is expected to become
solvent in April 2005.
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INTRODUCTION
This is the 31® annual report on the School Employees Fund (SEF), its operations, and

financial condition.

Unemployment Insurance (Ul) coverage was extended to all public entities in 1978.
Public school employers, Kindergarten through 12th grades (K-12), and community
colleges, were given the option to finance their Ul costs by participating in the SEF as
provided in Chapter 3, Article 6, of the California Unemployment Insurance Code
(CUIC). The SEF is a joint, pooled risk fund administered by the State of California’s
Employment Development Department (EDD), which collects contributions based upon
a percentage of total wages paid by public schools and community college districts.
Money deposited in the SEF is used to reimburse the Ul Fund for the cost of benefits
paid to former employees of those school employers who have elected this option in

lieu of paying the tax-rated method, as is required of private-sector employers.

All 72 community college districts and 1,182 county offices of education, public school
districts, and charter schools participate in the SEF. They have more than

994,000’ employees and pay wages in excess of $33.4 billion annually. The fund
participants grew with 28 new members (one school district, 26 charter schools, and
one joint power authority). Two districts merged, one district went inactive due to a
school boundary change, and two charter schools went inactive during this SFY. The

chart on the next page displays the growth of fund participants over the past five years.

' Based on the number of employees reported for the Claims Management Fees.
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SCHOOL EMPLOYER ADVISORY COMMITTEE

Section 831 of the CUIC, established the School Employer Advisory Committee
(SEAC). The SEAC consists of five members who meet at least semiannually with the
administrator to consider and recommend improvements in the administration of the
SEF. The State Superintendent of Public Instruction, Chancellor of the California
Community Colleges, Association of California School Administrators, California
Association of School Business Officials, and the California School Boards Association

each appoint one member to the SEAC.

Serving at the pleasure of the SEAC is the Ul Technical Subcommittee. Its

membership represents the school employer community throughout the State as well as

EDD.
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OUTREACH AND ADVISORY VISIT PROJECT

The SEAC and EDD partnered in developing a pilot project to provide technical advice
and assistance to public school districts and community colleges on the effective
management of Ul claims and associated costs. In addition, the project team
developed material to gather program information from the school employers to
consider and recommend improvements concerning the SEF. The project promotes
consistency in managing Ul claims for school employees who have lost their jobs
through no fault of their own. The project also promotes cost-effective operation of the
SEF. Individual districts’ and community colleges’ participation in the project is
voluntary. Three districts volunteered to assist in a pilot project. The purpose was to
evaluate the advisory team's materials in a school environment and to meet with the
school representatives to gain additional insight and knowledge regarding the school
claims management practices. The districts were:

e Pomona Unified School District

e Santa Barbara Community College District

e Oceanside School District

The pilot project proved to be a success by validating the value of the process and
materials designed to capture program information on the SEF claims management
process. Overall, the participating districts indicated that the pilot provided a positive
experience that likely would also benefit other schools who would choose to participate

in the ongoing project.
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Following the advisory team's pilot project report, the SEAC recommended that the
outreach be extended to school employers who were interested in volunteering.
Unfortunately, the Outreach and Advisory Visit Project has been postponed due to
budget and staff reductions. The SEF will explore other avenues during the coming

year to provide assistance to improve the participants’ claims management practices.

Ul SEMINAR FOR SCHOOL EMPLOYERS

During this SFY, the Ul Technical Subcommittee, under the direction of the SEAC,
focused on planning the annual Ul Seminar for school employers that was to have been
held at the end of April 2003. Due to the budget concerns faced by the public schools,

community colleges, and the EDD, the seminar was postponed.

FINANCIAL CONDITION OF THE SCHOOL EMPLOYEES FUND
During SFY 2002-2003, the SEF generated receipts totaling $48.2 million. This is an
increase of $1.3 million (3 percent) from the previous SFY’s total receipts of

$46.9 million.

Total Receipts
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The Ul contribution rate of 0.12 percent for SFY 2002-2003 generated $43.2 million of
the total receipts, which is a decrease of $1.7 million from SFY 2001-2002. The chart

below displays the quarterly Ul contributions paid by the school employers.
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The Fund balance as of June 30, 2003, totaled approximately $5.8 million (2003/Q2), a

decrease of $36.2 million (86 percent) from the previous SFY of $42.0 million

(2002/Q2).
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The Fund balance as of June 30, 2003, will not be adequate to meet the estimated
financial obligations for SFY 2003-2004. It is anticipated that the SEF will become
insolvent during December 2003 and will remain insolvent during the SFY2003-2004. It

is expected the Fund will return to solvency in April 2005.

The total disbursements were $84.5 million for SFY 2002-2003 ($87.4 million minus a

$2.9 million prior year adjustment). This represents an increase of $40.4 million

(92 percent) from the previous fiscal year’s total disbursements of $44.1 million.

Total Disbursements
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The Ul benefit charges totaled $84.8 million for this SFY, compared to $41.5 million in
the previous year. The Ul benefits increased by $43.3 million (104 percent) from the
previous year. The Ul claims were paid over a longer duration (many were for the
maximum 26 weeks) and the Ul benefit awards were higher due to the implementation
of Senate Bill (SB) 40. SB 40 increased the maximum weekly benefit award from

$230 to $330 effective January 1, 2002, and to $370 effective January 1, 2003.
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The chart below displays the Ul benefits repaid to the Ul Trust Fund on a quarterly

basis.

Ul Benefits Paid
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This increase in Ul benefits is also the result of more former school employees

collecting Ul benefits compared to the previous SFY.

Total Claimants Collecting Ul Benefits

QUARTERS SFY 2001-02 SFY 2002-03 % Increase
Third Quarter (Q3)

23,744 36,561 54%
July - September
Fourth Quarter (Q4)

16,722 29,915 79%
October - December
First Quarter (Q1)

19,457 31,591 62%
January - March
Second Quarter (Q2)

20,551 28,957 41%

April - June
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The Ul contribution rate for SFY 2003-2004 is set at 0.30 percent. The SEF Ul
contribution rate is calculated annually pursuant to the CUIC, Section 823, (b)(2) to
generate a sufficient fund balance to meet its estimated financial obligations. However,
Section 823(c) recognizes that the formula may, at times, set a rate that will generate
either too much or too little revenue. In those situations, this Section gives the Director
authority, within limits, to increase or decrease the rate. In concurrence with the School
Employer Advisory Committee (SEAC), the Director increased the SFY 2003-04 rate from
0.24 percent to the maximum adjusted rate allowed under law (0.30 percent), in order to

maximize revenues to the SEF.

SEF Ul Contribution Rates
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Although the maximum rate allowable under law was set, it was inadequate to insure
solvency. As a result, the SEF will be late in reimbursing the UF during most of
SFY 2003-04. The SEF will repay the UF as revenue becomes available on a weekly

basis.
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RECOMMENDATIONS

The SEAC recognized that current statutory limitations prevented the Director from
raising the 2002-03 SEF contribution rate to a level that would have provided sufficient
revenues needed to cover anticipated Ul benefits and prevent the SEF from going
insolvent. In order to help prevent this from occurring again in the future, the

SEAC recommends that CUIC Section 823(c) be amended to allow the Director to raise
the contribution rate by up to 0.30 percent above the rate computed under CUIC
Section 823(b) if the Director finds that insufficient revenues will be raised for the SEF

to promptly meet its obligations or to protect the solvency of the Fund.

The Ul Trust Fund also will go insolvent during 2004. As a result, EDD will be required
to obtain a loan from the U.S. Department of Labor to ensure that the Ul Trust Fund
has sufficient resources to allow it to continue making Ul benefit payments to eligible
claimants, including former employees of SEF participants. The SEF should pay a
prorated share of the cost of any loans obtained to provide Ul benefits during periods
when the SEF is insolvent and unable to fully reimburse the Ul Trust Fund for

Ul benefits paid to former employees of SEF participants.

Any questions, comments, or suggestions concerning the administration of the SEF

should be directed to the SEF staff at (916) 653-5380 or to the SEAC members listed

on page 110.
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STATEMENT OF ACTIVITY Statement 1

FISCAL YEAR 2002-2003
ACCRUAL BASIS

Receipts:

Contributions

Local Experience Charge

Penalty and Interest

Other Revenue

Interest Income

Prior Year Receipts Adjustment *
Refund to Reverted Appropriations

Total Receipts

Disbursements:

Benefit Charges Repaid to
Unemployment Insurance Fund

Local Assistance Special Pro-Rata
SEF Administrative Cost

Claims Management Fees Paid

$43,182,400.95
$4,197,265.35
$59,905.17
$101.27
$803,846.27
$3,633.27
$52.62

($84,754,497.26)

($74,465.00)
($600,299.37)
($1,988,290.00)

$48,247,204.90

Prior Year Appropriation Adjustment * $2,942,613.22

Total Disbursements ($84,474,938.41)

Net Decrease in Fund Balance ($36,227,733.51)

* Difference between accrued and actual receipts/disbursements.

Amounts Repaid to the Unemployment Insurance Fund

Quarters Number of Claimants Cost of Benefits
3rd gtr. 2002 36,561 $24,516,280.38
4th gtr. 2002 29,915 $20,923,460.00
1st gtr. 2003 31,591 $18,091,756.88

2nd qtr. 2003 29,000 (estimate) $21,223,000.00

$84,754,497.26
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STATEMENT OF RECEIPTS Statement 2

AND DISBURSEMENTS
SEPTEMBER 1972 THROUGH JUNE 2003

Receipts:
Contributions $744,325,677.63
Local Experience Charge $44,512,324.92
Penalty and Interest $626,711.49
Interest Income $84,242,310.19
Total Receipts $873,707,024.23

Disbursements:

Benefit Charges Repaid to
Unemployment Insurance Fund ($715,875,933.04)

Local Assistance Special Pro-Rata ($74,465.00)
Accrued Penalty and Interest ($2,007,962.97)
Court Ordered Interest Payments ($1,764.27)
SEF Administrative Costs ($13,846,730.94)
Fund Transfer * ($98,800,000.00)
Claims Management Fees Paid
to School Districts ($37,321,977.00)
Total Disbursements ($867,928,833.22)
Net Fund Balance $5,778,191.01

* Transferred to General Fund through Budget Acts of 1986 and 1988

The Statement of Receipts and Disbursements is prepared on the accrual basis. As
of June 30, 2003, outstanding liabilities for administrative costs and local assistance
(benefits) was $21.2 million.
Accrued
Disbursements

June 30, 2003, Administrative Costs $2,920.72
2" quarter of 2003 Estimated Benefit Charges $21,223,000.00 (est.)
for year-end closing $21,225,920.72
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COMPARATIVE STATEMENT OF FUND CONDITION Statement 3
FOR THREE FISCAL YEARS ENDING JUNE 30, 2003
ACCRUAL BASIS (THOUSANDS)

2000-2001 2001-2002 2002-2003

Beginning Fund Balance $33,426 $39,222 $42,006
Receipts:

Contribution $33,748 $44,949 $43,182

Local Experience Charge $1,709 $2,127 $4,197

Penalty and Interest $44 $63 $60

Interest $2,106 $1,384 $804

Prior Year Adjustment $2 ($1,596) $4

Total Receipts $37,609 $46,927 $48,247

Disbursements:

Benefit Charges Repaid

to the Unemployment

Insurance Fund ($29,929) ($41,520) ($84,755)

Local Assistance Special ($75)

Pro-Rata

SEF Administrative Cost ($535) ($591) ($600)

Claims Management Fees

Paid to School Districts ($1,834) ($1,808) ($1,988)

Prior Year Adjustments $485 ($224) $2,943

Total Disbursements ($31,813) ($44,143) ($84,475)

Net Fund Balance $39,222 $42,006 $5,778
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ANALYSIS OF PARTICIPANTS RANKS
AS OF JUNE 30, 2003

Rank Number of Percent of Reserve
Employers Employers Balance Totals

1 Negative Balance 526 42% ($83,212,065.38)
1 Positive Balance 92 7% $3,997,195.09
2 64 5% $26,032,940.25
3 49 4% $8,851,236.92
4 446 36% $149,094,615.50
* 77 6% ($185,731.37)
b 1254 100% $104,578,191.01
b ($98,800,000.00)

Net Fund Balance $5,778,191.01

Rank 1 has been split to identify those employers having negative balances and those with
positive balances less than their State Fiscal Year 2002-03 benefit charges. The total
reserve balance of the negative accounts, $83,212,065.38, represents approximately a
34 percent increase from last fiscal year.
* New accounts in the Fund less than three fiscal years.
** The total number of employers and total dollar reserve balances.

*** Transferred to the General Fund per the Budget Acts of 1986 and 1988.
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DESCRIPTION OF REPORTS

The Report | and Report Il include financial data from 1972 through June 30, 2003.
The Report | (Page 17) is a summary by county and Report Il (Page 22) is an
accounting by individual school districts. The account data is shown in dollars and

cents.

The Report columns are explained as follows:

CUMULATIVE BALANCE 07/01/2002:
This column is each participant’s balance at the beginning of the SFY 2002-
2003. It represents all revenue less all benefits paid from 1972 through June 30,
2002.

CONTRIBUTIONS:
This column represents contributions paid on total quarterly wages for this year
(2002/2, 2002/3, 2002/4, and 2003/1).

LEC (LOCAL EXPERIENCE CHARGE):
This column is revenue from paid LEC. This column and the Contributions
column represent the primary revenue sources for the SEF.

INTEREST DISTRIBUTION:
When the unencumbered balance of interest earned by the SEF exceeds
$2,000,000 at the close of the fiscal year, the unencumbered balance of interest
is allocated to the school employers based on their prior year’s positive reserve
balance as of June 30" (CUIC, Section 827). Due to the low fund balance, there

was no interest distributed.
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Ul BENEFITS PAID:
This is the total of all benefit charges paid on behalf of each SEF participant
during the SFY 2002-2003. Four quarterly benefit charge billings were paid this
year (2002/2, 2002/3, 2002/4, and 2003/1).

ENDING CUMULATIVE BALANCE:
This column represents the ending balance in each participant’s account after
adding contributions and LEC to the beginning balance and deducting benefit
charges. By comparing the Cumulative Balance 07/01/2002 column and this
column, school districts can determine the overall increase or decrease in their
reserve balances and determine if their contributions are keeping pace with their
benefit charges.

RESERVE RATIO:
This column shows the reserve ratio. The ratio expresses the number of times
the reserve balance exceeds benefit charges for the SFY 2002-2003. A ratio of
less than 1.00 indicates benefit charges exceeded the reserve balance; 1.01 but
less than 2.00 is considered a marginal reserve; and 2.01 but less than 3.00
indicates the reserve is adequate. A ratio of 3.01 or more is fully funded. One
asterisk in this column indicates a positive account balance that paid no benefit

charges, thus the account is unrated.
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RANK:
The last column in the report represents each school district’s rank. The
following table shows the numerical ranks assigned to each reserve ratio and the
significance of the rankings. Two asterisks indicate the participant has been in
the fund less than three fiscal years. By law (CUIC, Section 828), participants

are assigned a fixed 10 percent LEC rate for the first three fiscal years in the SEF.

The Report Il (Page 106) represents the various types of school organizations within

each county.

RANKINGS AND LEC PERCENTAGES

Reserve Ratio Rank LEC Percentages
< 1.00 1 15%

1.01 < 2.00 2 10%

2.01 < 3.00 3 5%

3.01 or more 4 -0-

* 4 -0-

* ** 10%

*  Unrated accounts - no benefit charges and a positive account balance.

** New Accounts - in the Fund for less than three years.
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SCHOOL EMPLOYER ADVISORY COMMITTEE

Chairman

FRANK OGAZ, Chairperson

El Monte Union High School District
3537 Johnson Avenue

El Monte, CA 91731-3290

(626) 444-9005

Fax # (626) 350-1095

Advisory Members

JIM SIKORA, Vice-Chairperson
Special Fiscal Assistant

San Jose Unified School District
400 Coon Heights Road

Ben Lomond, CA 95005

(831) 336-8853

E-Mail ID: jsikora@earthlink.net

DR. HAROLD L. BORING

5280 Avondale Way

Riverside, CA 92506

(909) 784-4496 or (909) 784-4058

1-800-608-2272 ACSA Ontario Office

FAX # (909) 784-4058

E-Mail ID: hlboring@eee.org
hboring@acsa.org

WILLIAM (BILL) DALRYMPLE

Contra Costa Community College District
500 Court Street

Martinez, CA 94553

(925) 229-1000 ext. 1250

FAX # (925) 370-6517

E-Mail ID: wdalrymple @4cd.net

ALICIA FERNANDEZ
Department of Education
Management Assistance

560 J Street, Suite 170
Sacramento, CA 95814

(916) 324-9806

FAX (916) 327-6157

E-Mail ID: afernand@cde.ca.gov

Rep. California School Board
Association — CSBA

Rep. California Association of School
Business Officials - CASBO

Rep. Association of CA School
Administrators — ACSA

ACSA Ontario Office
3602 Inland Blvd. Suite. B205
Ontario, CA

Rep. Chancellor of the California
Community Colleges - CCCC

Rep. State Superintendent of Public
Instruction — SSPI

(INTERNET) Page 110 of 110



STATE OF CALIFORNIA

LABOR AND WORKFORCE DEVELOPMENT AGENCY

EMPLOYMENT DEVELOPMENT DEPARTMENT

The California State Employment Development Department (EDD) is a recipient of
federal and state funds, is an equal opportunity employer/program, and is in compliance
with Section 504 of the Rehabilitation Act and the Americans with Disabilities Act (ADA).

The information contained herein is available in alternate formats.
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